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The Developing Defense Needs— 
Their Impact on The Federal Budget 


By Charles J. Hitch 


Assistant Secretary of Defense 


~ jEFENSE EXPENDITURES for our own military forces over the last five years averaged about 
$40 billion per annum. Although we are still wrestling with the 1963 budget, it is quite 
possible that defense expenditures over the next five years will average $50 billion per annum. 





And, if we add expenditures for military assist- 
ance and atomic energy, the total for defense 
may not be far from $55 billion. Certainly, 
business leaders and informed citizens want 
to know: Why is such a sharp rise in defense 
spending necessary? 

First, it should be noted that defense spending has 


fiscal year is close to $47 billion or $4 billion more 
than the January estimate, and fiscal year 1963 is 
likely to be somewhat higher. The root cause of this 
increase is not so much a change in the size or nature 
of the threat as a different evaluation of what needs 
to be done to meet it successfully, now and over the 
next several years. 

It had long been recognized in the Defense Depart- 


been rising steadily ever since 
fiscal year 1955. In that year, 
spending for what we call the 
military functions of the De- 
partment of Defense stood at 
$35% billion. Defense ex- 
penditures in the last budget, 
transmitted by President 
Eisenhower to the Congress in 
January, were estimated at 
close to $43 billion for the 
current fiscal year, an increase 
of $71 billion over a period 
of seven years. 


Nevertheless, it is a fact 
that the present Administra- 
tion has greatly accelerated 
this rate of increase. Our pres- 
ent estimate for the current 


This Issue In Brief 


Notwithstanding all the savings the 
Defense Department anticipates from its 
management improvements and new 
approach to the planning-programming- 
budgeting process, defense spending is 
likely to go as high as $50 billion a year by 
fiscal 1963 unless there is “a dramatic 
improvement” in the international situa- 
tion, says Secretary Hitch in this Review. 

The revolution in military technology 
since the end of World War II, or even 
since the end of the Korean War, he says, 
has had a “profound effect on the char- 
acter of the military program.” The great 
technical complexity of modern-day weap- 
ons, their lengthy period of development, 
their tremendous combat power, and their 
enormous cost have placed “an extraordi- 
nary premium” on the sound choice of 
major weapon systems in relation to tasks, 
missions and security objectives. 





ment that the development of 
the nuclear-armed ICBM had 
introduced an entirely new ele- 
ment into the defense problem, 
and some programs were 
already under way in response 
to this new and dangerous 
threat. However, these pro- 
grams, in the judgment of the 
Kennedy Administration, 
were not moving fast enough 
nor were their objectives ade- 
quately defined. As a nation, 
we were not acting as if we 
were really determined to fight 
a general nuclear war, if one 
should be forced upon us. We 
were not taking known and 
feasible measures to prepare 
the military establishment and 
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our population to cope with a massive nuclear attack. 
And we were not doing all that could be done to place 
ourselves in a position to strike back decisively—even 
after absorbing the initial attack. 


For many years the chief strategic threat to the 
United States lay in the manned bomber force of our 
prospective enemy. Against this threat we developed 
a highly sophisticated and expensive system of warn- 
ing and defense. In addition, we built the world’s most 
powerful military force, the manned bombers of the 
Strategic Air Command, to serve as an awesome deter- 
rent to aggressive adventure by our major adversary. 


But the emergence of the intercontinental ballistic 
missile has introduced a whole series of new problems. 
We must now seek new ways of obtaining faster and 
surer warning of surprise attack; we must now under- 
take extremely expensive measures to protect our own 
offensive forces from destruction at their bases; we 
must now build new defenses against missile attack 
while still maintaining and improving our defenses 
against manned aircraft; at the least, we must now 
make a start on a program to protect our population 
from fallout; and, finally, we must build our own 
new, fast-reacting, protected and controlled system of 
offensive weapons. 


Clearly, under the threat of a nuclear-armed ICBM 
attack we want to concentrate our efforts on offensive 
weapons systems which can successfully ride out such 
an attack. Because of the tremendous destructive 
power of the nuclear-armed ICBM, these systems 
have to be widely dispersed, heavily hardened, mobile 
and concealed, or of the type which can be launched 
before the attack strikes home. After a careful exami- 
nation of the alternatives available to us, it was decided 
last March that the most important and urgent require- 
ments were to increase the POLARIS and MINUTE- 
MAN programs and the number of manned bombers 
on 15-minute ground alert. 


The POLARIS system obviously can be dispersed 
and concealed in the oceans of the world, and there- 
fore is not likely to be destroyed by a surprise ICBM 


Hon. Charles J. Hitch moved 
from his post as head of the 
Economics Division of the 
Rand Corporation to become 
Assistant Secretary of Defense 
(Comptroller) earlier this 
year. During World War II he 


was a staff economist for the 

Mission for Economic Affairs 

of the U. S. Embassy in Lon- 
don. He served also as Chief of the Stabilization 
Controls Division of the Office of War Mobilization 
and Reconversion. This Review is taken from the 
address Secretary Hitch gave recently at the Tax 
Foundation’s Tax Conference in New York. 
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attack. Accordingly, the 1961 and 1962 programs 
were doubled, the rate of construction of POLARIS 
submarines was increased from five a year to 12 a 
year, the delivery date of the 29-boat POLARIS fleet 
was accelerated by two years and the development of 
the long-range POLARIS missile was speeded up. 
These actions alone will invoive additional expendi- 
tures of well over a billion dollars over the next few 
years. 


The MINUTEMAN ICBM, because it lends itself 
to deployment in hardened underground sites, is also 
an attractive deterrent system, so we doubled its pro- 
duction capacity as additional insurance. 


But the major portion of our nuclear retaliatory 
power still rests with our manned bomber force. The 
airplane, however, is highly vulnerable to ICBM attack 
when on the ground. The obvious solution is to get it 
off the ground within the warning time we expect from 
our new Ballistic Missile Early Warning System. So 
we increased by 50 percent the number of manned 
bombers to be held on 15-minute ground alert. 


Facing the Fallout Problem 


Although the problem of defense against ballistic 
missile attack is the most difficult that this, or any 
other nation, has ever confronted, we have taken and 
will continue to take whatever measures offer a reason- 
able chance of success. We are working hard to reduce 
the vulnerability of our air defense system to destruc- 
tion by the initial ICBM attack, to maximize the force 
remaining to cope with the manned bomber attack 
which could follow. We have been pressing forward 
with the development of the NIKE-ZEUS anti-missile 
missile system and we are giving very careful consid- 
eration to the question of where we go from here in 
that program. And we have increased the level of 
research into other means for the detection, tracking, 
and destruction of enemy ballistic missile systems. 


Finally, we have faced up squarely to the problem 
of protecting our population from the effects of a 
nuclear attack. We recognize the formidable and prob- 
ably insurmountable difficulties of providing protec- 
tion against blast, but we are convinced that we can 
protect a significant proportion of our population 
against fallout. This year, we are making the first real 
start on a national fallout shelter program. This initial 
program should provide shelters for perhaps 50 mil- 
lion people at a cost of about $200 million. As we 
extend the program to protect more, the cost per head 
will undoubtedly increase. 


All of these measures represent a facing up to the 
realities of war in the nuclear age. It has been alleged 
in some quarters that, by increasing our ‘conventional 
capabilities, we have somehow de-emphasized the role 
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of our nuclear retaliatory forces. This is a dangerous 
misconception to have abroad in the world since it 
could mislead other nations as to our true intentions. 
It is our policy to make certain that this nation, under 
all conceivable circumstances, will have the capacity 
to ride out aii all-out nuclear attack and still retain 
sufficient power to strike back decisively at the attacker. 


As I have pointed out to you and as the public rec- 
ord shows, the very first thing this Administration did 
upon assuming office was to re-examine the adequacy 
of our nuclear retaliatory forces in the light of the 
capabilities of our principal opponent. And, of the 
$2.3 billion in additional programs recommended in 
President Kennedy’s first amendment to the fiscal year 
1962 Defense budget, nearly two-thirds of the total 
was for strengthening and protecting our strategic 
deterrent forces. 


Having provided for this vital military capability, 
we also wanted to ir crease our capacity to deal with 
lesser military conflict... Particularly, we wanted the 
capability to deal with more than one conflict at one 
time, possibly at opposite ends of the world. And we 
wanted a capability to deal with more than just a small 
police action. 


Forced Choice Not Wanted 


In this connection, both Secretary McNamara and 
the entire defense leadership have taken pains to make 
it crystal clear that even in a limited war we would 
not preclude the use of nuclear weapons. We fully rec- 
ognize that a situation might develop in a limited con- 
flict where it would become essential to employ such 
weapons. But we do not want to be forced to use 
nuclear weapons simply because we have no alterna- 
tive. And we think the greater degree of choice and 
flexibility in response is well worth the cost. This is 
the real meaning of our actions: we are not seeking 
to achieve this greater capability in non-nuclear war- 
fare at the expense of our nuclear capabilities but as 
an addition thereto. 


We were very conscious of the difficulties involved 
in maintaining large standing armies. That is why in 
the first two amendments to the budget we sought to 
raise the combat effectiveness of our general purpose 
forces rather than merely increase their size. However, 
the crisis which developed over Berlin showed clearly 
the need to attain, as quickly as possible, a greater 
conventional capability than we had at that time. 
That was why we recalled to active duty over 150,000 
members of our reserve components including two 
National Guard divisions. This action raised to 16 the 
number of Army divisions on active duty. 


In addition, we added personnel to the Army to 
make fully combat ready the three divisions in the 


Strategic Army Forces which had up through last sum- 
mer been engaged in training duties. And more per- 
sonnel were added to bring the Seventh Army and 
other units in Europe to full strength. 


We also recognized that there would be times when 
we would need still more divisions, and that we would 
have to rely for these extra divisions on the Ready 
Reserve Forces. Our aim is to have perhaps six to 
eight reserve divisions and supporting elements in a 
very high state of combat readiness which can be 
ordered to active duty in an emergency. With a per- 
manent active duty force of fully combat ready regular 
Army divisions and this trained and ready reserve, we 
should have the necessary flexibility to respond to any 


likely military challenges. 


To improve the combat effectiveness of the Regular 
Army we have to step up the rate of modernization of 
its weapons and equipment. Army procurement in 
recent years has been running about $1! billion per 
year. We have already increased this rate in fiscal year 
1962 to about $2% billion a year. This should result 
in a substantial increase in the combat effectiveness 
of the active Army and at the same time should sub- 
stantially raise the level of equipping of the selective 
reserve units of the Army. Inadequate equipping has 
been one of the serious shortcomings of the Army 
reserve components in past years. 


As a further measure to raise our ability to fight 
limited wars, we increased the strength of the Marine 
Corps. We added needed battalions to the Ist and 2nd 
Marine Corps Divisions, created the nucleus for the 
4th Marine Corps Division, raised certain support 
units to full strength and provided a quicker reacting 
and more effective mobilization base for expansion. 


Special Forces Doubled 


The increasing willingness of the Communist world 
to resort to covert forms of military aggression, i.e., 
guerrilla or sublimited warfare, is forcing us to devise 
new types of forces, weapons and techniques. One of 
the first actions we took last March was to provide for 
a doubling of the Army’s Special Forces and a signifi- 
cant increase in our research and development pro- 
gram for that kind of conflict. 


If we are to respond promptly to local aggressions 
in the various parts of the world, we must be able to 
move our forces quickly. In terms of modern warfare, 
this means moving them by air. Accordingly, we are 
substantially increasing the procurement of modern 
airlift aircraft. We are also increasing our amphibious- 
lift to transport two full divisions. 


One of the most troublesome problems confronting 
the Defense Department in recent years has been the 
provision of adequate air support for the Army. The 
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Marine Corps has always considered air support an 
integral part of its forces—hence its division/air wing 
team. The Army, on the other hand, has had to rely 
on the Air Force’s tactical fighters and bombers for air 
support. The Air Force, of course, had other missions, 
and the requirements for these missions tended to 
receive priority over that of supporting Army ground 
forces. We are determined to adjust these priorities, 
and will substantially increase the Air Force’s empha- 
sis On its tactical forces. 


Finally, we found a number of research and devel- 
opment areas where additional effort was critically 
needed. We requested the acceleration of a number of 
important programs including Project DEFENDER 
for anti-ICBM defense, the DISCOVERER program, 
the anti-submarine warfare program, and other proj- 
ects designed to improve both our limited war and 
general war capabilities. In total, these research and 
development programs added nearly $450 million to 
the January research and development request of the 
previous Administration. 


Future Indications of Policies 


What do these actions and the policies they reflect 
indicate for the future? At the very least, I believe they 
suggest the following trends: 


(a) Over the foreseeable future the strength, safety, 
and adequacy of our strategic deterrent forces will 
remain our primary concern and, at least over the 
short run, these forces will continue to place very large 
demands on our total resources. Over the longer run, 
the trend is less clear and will depend in large part on 
the progress of technology and on the nature of the 
threat raised by our principal adversaries. 


(b) The amount of resources devoted to defense 
against ICBM attack will undoubtedly rise in the near 
term, as systems now in development pass into the 
production and deployment stage and as other systems 
emerge from the study phase. In addition, as long as 
we are threatened by a long-range manned bomber 
force we will have to provide a defense against it. Our 
present air defense system will probably require only 
small additional investment, but very sizable sums will 
be required to operate and maintain it. And, although 
we have made a start on a national program to provide 
fallout protection for the population, both the cost and 
scope of the civil defense effort can be expected to rise 
over the next few years. 


(c) We can expect that the combat readiness and 
capability of our general purpose forces will be raised 
markedly over the near future and will be maintained 
at high levels for as long as needed. Not only will we 
maintain somewhat larger forces than in the recent 
past, but we will also modernize their weapons and 
equipment at a much faster rate and so procure and 
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position their consumable supplies that we can com- 
mit them rapidly to combat. For the ground forces, 
this will mean a higher rate of procurement for tactical 
missiles, military vehicles, arms, ammunition and 
communications equipment. For the tactical air forces, 
there will be increased procurement of modern air- 
lift, ground support and aircraft ordnance. For the 
fleet, there will be added emphasis on our amphibious 
and sealift capabilities, on the ASW capability and on 
the power of the attack carrier forces. 


Procurement to be Improved 


The policies and programs I have outlined will 
inevitably mean additional defense expenditures now 
and in the future. We intend to do everything in our 
power to offset these additional expenditures by in- 
creasing the economy and efficiency of our operations. 
I can assure you that Secretary McNamara and the en- 
tire top management of the Department are well aware 
of the impact of higher defense expenditures on the 
financial position of the government and we intend to 
do everything we can to eliminate waste and marginal 
activities, in order to hold defense expenditures within 
manageable bounds. Wherever possible during our 
revisions of the fiscal year 1962 budget, we sought to 
make savings by eliminating or adjusting programs 
and activities no longer deemed essential. To this end, 
we cancelled the last two squadrons of the expensive 
TITAN ICBM force, redirected the scope of the devel- 
opment effort on the B-70 bomber, halted further 
work on the nuclear-powered aircraft, stopped devel- 
opment of the EAGLE-MISSILEER system and, as 
you have undoubtedly read in your newspapers, 
decided against the use of funds added by the Congress 
for more bomber aircraft. We have also taken vigorous 
steps to eliminate unneeded facilities and installations, 
both in the United States and abroad. 


I am also pleased to be able to report to you some 
progress on the organizational front. In order to elimi- 
nate needless duplication in various areas, we have 
established a number of new defense-wide agencies. 
Perhaps, from a money point of view, the Defense 
Supply Agency is the most important. 


This recently created agency will assume the func- 
tions of the Armed Forces Supply Center, the Consoli- 
dated Surplus Sales Office, all of the existing and 
future “single managerships,” as well as the Military 
Traffic Management Agency. The Defense Supply 
Agency will also perform common supply services 
such as cataloging and standardization. The transfer of 
functions has been very carefully planned in order to 
avoid any disruption of our military readiness at this 
critical time. As a first step, the Defense Supply 
Agency will assume management responsibility for 
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clothing, subsistence, petroleum, medical, industrial, 
automotive, construction and general supplies. Elec- 
trical and electronic supplies will be added later. Still 
being considered is the feasibility of assigning indus- 
trial production equipment, chemical supplies and 
aviation spares to the Agency. We believe the Defense 
Supply Agency has great potential for achieving better 
management of our “common use” inventories. 


Another organization recently created is the De- 
fense Intelligence Agency. This Agency should elimi- 
nate a great deal of undeniable duplication by bringing 
together under one management intelligence activities 
which were previously conducted more or less inde- 
pendently by each of the three Military Departments. 


We haye.also.taken, action to. expand and. improve 
the operations of the Defense Communications 
Agency, which was established last year by the pre- 
vious Administration. Here, too, there was extensive 
overlapping, particularly in long-line communica- 
tions facilities which we will provide ultimately on a 
Defense-wide rather than a separate Service basis. 


Another organizational innovation is the establish- 
ment of a new unified command, the U. S. Strike Com- 
mand. STRICOM brings together under one head 
both Army ground forces and tactical elements of the 
Air Force which must support them in combat. This 
new Strike Command will constitute an important ele- 
ment of our central reserve forces and will be main- 
tained ready for deployment to any place in the world. 
We think that a closer meshing of our ground forces 
and supporting air forces will result in greater effec- 
tiveness, better balance, and long run economies. 


Still under study are a reorganization of the Army 
Technical Services, better management of govern- 
ment-controlled military family housing, and im- 
proved utilization of airlift and sealift. 


One area of activity where significant improvements 
need to be made is procurement. Over half of our 
military budget is spent on contracts with private 
industry. Although we have many knowledgeable and 
capable procurement people in the Defense Depart- 
ment, most of them are fully occupied with day-to-day 
problems. What we believe is needed is an independent 
group of experts who can devote full time and thought 
on a sustained basis to the basic problems in the logis- 
tics area. We have, therefore, established a new non- 
profit organization called the Logistics Management 
Institute. Charles Kellstadt, Board Chairman of Sears 
Roebuck, is serving as Chairman of the Board of 
Trustees, and the Institute is being staffed by experi- 
enced business and defense management experts. It 
will be primarily a fact-finding and research organiza- 
tion, and initially its principal focus will be on how to 
improve defense procurement. It will examine care- 
fully and thoroughly defense policies regarding such 


problems as purchase specifications, “sole source” 
procurement and the use of incentives in cost-reim- 
bursement contracts. The Institute will also study such 
problems of supply management as storage and trans- 
portation, surplus disposal, and the adequacy of logis- 
tics guidance. 


There are also real opportunities for significant sav- 
ings in the development and procurement of major 
new weapon systems. If one system can meet the needs 
of two or more services, we believe that only one sys- 
tem should be procured. A good start has been made 
in this direction in short takeoff and landing transports 
and in fighter aircraft. Our objective is to develop 
weapon systems to satisfy missions rather than to meet 
particular service requirements. 

In evaluating our conventional war capability, we 
found that serious imbalances existed in our combat 
inventories. We must ensure that all items needed for 
combat operations are on hand and properly posi- 
tioned for use and that all stocks are in proper balance. 
This means that we must reduce stocks of items now 
in long supply, and step up procurement of items in 
short supply. A basic problem is to determine common 
strategic concepts to govern the logistics planning of 
all of the services. Although modern wars involve the 
combined efforts of all the services, we found a tend- 
ency on the part of the Military Department to reflect 
in their logistics planning their own unilateral con- 
cepts of future wars. This tendency, in itself, is a 
potent source of imbalance in our combat inventories, 
and we have taken drastic steps to correct it. 


Choices Become Key Decisions 


Finally, let me tell you of the progress we are trying 
to make in the financial and budgetary management of 
the defense program. We have long needed realistic 
projections of military programs far enough into the 
future so that the full budgetary impact of all program 
decisions can be seen by top management. 

Moreover, the revolution in military technology 
since the end of World War II, or even since the end 
of the Korean War, has had a profound effect on the 
character of the military program. The great technical 
complexity of modern-day weapons, their lengthy 
period of development, their tremendous combat 
power, and their enormous cost have placed an ex- 
traordinary premium on the sound choice of major 
weapon systems in relation to tasks and missions and 
our national security objectives. These choices have 
become, for the top management of the Defense De- 
partment, the key decisions around which much else 
of the defense program revolves. 


Yet, it is precisely in this area that the former finan- 
cial management system showed its greatest weakness. 
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It did not facilitate the relating of costs to weapon 
systems, tasks, and missions. Its time horizon was too 
limited. It did not disclose the full time-phased costs of 
proposed programs. And it did not provide the data 
needed to assess properly the cost and effectiveness 
of alternative programs. 


Accordingly, we have introduced into defense budg- 
eting a new three-phase procedure: (1) the planning 
and review of requirements, (2) the formulation and 
review of programs projected several years into the 
future, and (3) the development of the annual budget. 
This year the first phase began in March with the 
assignment of well over 100 study projects deal- 
ing with the most critical and difficult requirement 
problems. These military-economic studies compare 
alternative ways of achieving national security objec- 
tives and try to determine the one which accomplishes 
the most for a given cost or reaches a given objective 
at the least cost. In the future, this phase will continue 
on a year-round basis. 


The second phase—the formulation and review of 
programs—began this year in May. No dollar ceilings 
were assigned to the Military Departments for the 
development of their programs. Rather, they were 
asked to submit their program proposals projected and 
costed at least through fiscal year 1967, using as a 
base the forces implied by the 1962 budget request. 
They were also encouraged to submit both additional 
program proposals and alternative programs for each 
mission. These service programs were reviewed in 
detail by Secretary McNamara, by the Joint Chiefs of 
Staff, by my staff and by all the interested elements of 
the Office of the Secretary of Defense. By late Septem- 
ber, Secretary McNamara completed his tentative 
decisions on a five-year force structure and they were 
forwarded to the Military Departments to serve as 
basis for the preparation of the budget estimates and 

‘to guide future planning. 


We have just now completed the last phase—the 
budget review proper. While Secretary McNamara 
continuted to discuss and modify some of the pro- 
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grams, the decisions made during the second phase 
last summer eliminated, in great part, the necessity 
for making the important program decisions as inci- 
dents in the hectic annual budget review. This year we 
have been able to concentrate on a true budget review. 
It has been a harsh review. The total budget is high 
because it provides formidable increases in our ability 
to wage war. But Secretary McNamara has eliminated 
every proposal which seemed to him non-essential, 
marginal, or postponable. 


We have no illusions that the new planning- 
programming-budgeting process in itself will make the 
hard decisions easy, or the complex problem of formu- 
lating the national defense program simple. But we 
think that these innovations will greatly facilitate the 
rational analysis of national security problems. They 
will make us aware of the full cost implications of the 
policy and program choices we make. And they will 
permit us, in a shorter time and with greater accuracy, 
to cost out the various alternatives available to us so 
that we can develop a program which provides the 
greatest amount of defense for the resources consumed. 


Notwithstanding all of the savings anticipated from 
management improvements and our new approach to 
the planning-programming-budgeting process, defense 
expenditures are likely to approach a rate of $50 bil- 
lion a year by fiscal year 1963 unless there is a dra- 
matic improvement in the international situation. If 
the situation were to worsen, they could go even 
higher. Let me assure you that the burden such 
increased expenditures place on the people of this 
country is well understood by the management of the 
Defense establishment. With you, we hope that reason 
will eventually prevail, that the threat of war will ease, 
and the cost of national security will lighten. But our 
people have never flinched from their responsibilities 
for the defense of this nation — a fact to which our 
actions of the past four months bear eloquent testi- 
mony. Whatever the ultimate price of national 
security, Americans will have the fortitude and de- 
termination to pay it. 














